This study examines the relationship between government size and economic growth in Nigeria using annually time series data for 1970 through 2010.In order to fully account for feedbacks, a vector autoregression model is utilized. The results show that there is a long-run relationship between government size and economic growth. The Forecast Error Variance Decomposition results show that the main sources of Nigeria economic growth variation are due largely to "own shocks", government size and real gross domestic product per head innovations. This study therefore recommends adoption of government activities expansion as a means of accelerating economic growth in Nigeria.
Introduction
Public spending is widely seen as having an important role in supporting long-run economic growth, the size of government expenditures. Expenditure on the Gross Domestic Product at current market prices stood at N29,498.16 billion and N25,860.63 This study examines the relationship between government size and economic growth in Nigeria for the period of 1970 to 2010 using a Vector Auto regression (VAR) model. Section 2.0 reviews the theoretical and empirical literature relating to economic growth and government size, while section 3.0 presents the methodology and model specification. Section 4.0 discusses the econometric results while 5.0 conclude the paper.
Government Size and Economic Growth: Theory and Empirics
The rise of public expenditure has been a subject of extensive theoretical and empirical examinations over decades. One of the theoretical explanations that have been examined is Wagner's law which has been used to analyze the relationship between aggregate income and public expenditure. Wagner (1890) , on the basis of his empirical findings noted that there was a long run tendency for state activities to grow relative to the growth in national income. He further stated that as the real income per capita of a nation increases, the share of public expenditures in total economic activities increases, and empirically show a simple positive correlation between a nation's Gross Domestic Product(GDP) and Government size(G).Following Archarya (2012) , Wagner proposed a functional relationship that shows government expenditure(GE) as a partial function of the Gross Domestic Product (GDP).According to him, this basic hypothesis has been proposed in six different basic models:
II GE/P = F (GNP/P) III GC/GNP = F (GNP/P) V GE/GNP = F (GNP/P) and VI GE/GDP = F (GDP)
Where, GE, P, GC and GNP represent government expenditure, price index, government consumption and gross national product and the symbol F in all equations signifies a functional relationship between the dependent and explanatory variables.
In addition to the work of Wagner, Peacock and Wiseman (1961) , made a generalization about the relation between government expenditure and GNP with concerns for social and economic change that require examination, and not with "inevitable" results of such change. Also, in a separate study by Iyoha (2007) he further noted that in More Developed Countries (MDCs), growth in public expenditure has been propelled by the steady increase in transfer payments and other subsidies. In the Less Developed Countries (LDCs), growth in government expenditure has been further driven by increased spending on social and community services, and on the servicing of external debt.
Endogenous growth theories in the past decades has generated interest in models of growth with fiscal policy, following the work of Barro (1990) (Barro and Martin, 2004) . In the work of Herath (2010) , he noted that based on the Solow's neoclassical theory, economic growth is an effect of an external cause and further explained that instituted policies by the government cannot directly affect growth except in the period of transition to a steady state. Udah (2012) in his study pointed out that government size variable is not a significant factor in influencing private investment decisions in Nigeria despite the huge government expenditure over the last two decades in capital projects related to infrastructure.
According to Afonso and Furceri (2008) , some increase in the size of the public sector is to be expected when taking into account past rising population and also to meet the broading requirements of the welfare state in most countries. They further noted that a larger public sector, as measured by the share of government expenditures in GDP, does not necessarily imply a better satisfaction of public requirements or, for that matter, a more efficient approach to providing the minimum required benefits of the welfare state.
Government Size and Economic Growth: The Empirical Evidence
The study by Ramafyandi (2003) examined how the size of government in Indonesia impact on the country's economic growth from 1969 to 1999, his finding shows that government size tend to have negative effects on economic growth. The study further noted in conducting the Error Correction Model test that such negative relationship will continue both in the short and long run respectively. Contrary to this study, in a separate study by Bergh and Henrekson (2011) in examining the relationship between the size of government and economic growth conducting a cross country regression using panel data, their results do not imply that government must shrink for growth to increase. They noted that there is potential for increasing growth by restructuring taxes and expenditure so that the negative effects on growth for a given government size are minimized.
However, in the study by Ogbonna (2012) in examining the validity of Wagner's law in Nigeria, using annual time series data and adopting the Johansen Maximum likelihood Co integration method, Error Correction Modeling and Granger Causality test for unidirectional causality stemming from Real GDP per capita to Government size. The results further reveal that the tendencies for long run economic activities to grow relative to growth in national income are possible in Nigeria.
The study of Safdari et al (2011) in examining the relationship between Government size and economic growth in Iran using the Vector Auto regression (VAR) model considered the balance relation and long term of six variables, growth rate of Gross Domestic Product, the ratio of private investment to GDP, population growth rate, the ratio of government expenditure to GDP, young age dependency ratio and old age dependency ratio have a negative effect on Gross Domestic Product growth rate. Fan and Rao (2003) in their study investigated the trends in government expenditures in the developing world in order to access the causes of change and to develop an analytical framework for determining the differential impacts of various government expenditures on economic growth. Contrary to common belief, their study found
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Empirical Methodology
Like many studies which have recently investigated the nexus between Government size and economic growth, this study utilizes the techniques of Vector Auto regressions (VARs). Use of the VAR technique has become attractive since the Nobel Laureate, Sims (1986) , demonstrated that Vector Autoregression models are particularly powerful tools for investigating the inter-relationships among time-series variables and for obtaining reliable forecasts. VARs have indeed made it possible for researchers to address both the relative importance and the dynamic effects of various shocks on macroeconomic variables. Additionally, the study carries out Unit roots tests, co integration and pair-wise Granger Causality Tests of the variables. Forecast Error Variance Decomposition (FEVD) and Impulse Response Functions (IRFs) are applied to examine interrelationships between the variables in the VAR system. This study posits a 3-variable VAR model in which growth rate of Real Gross Domestic Product, Government size and Real Gross Domestic Product per head are simultaneously interrelated. Thus, the VAR model specified is: μ t = the vector of the error terms.
The apriori expectations of the coefficients in the specified models above. 
Summary Descriptive Statistics Results
Summary descriptive statistics of the growth rate of RGDP, Government size and the RGDP per head are reported in Table 2 . Normality test uses the null hypothesis of non-normality. If the probability value is less than the Jacque Bera chi-square at the 5% level of significance, the null hypothesis of the regression is not rejected. All the variables are normally distributed since all the probabilities are less than the Jacque Bera chi-square distribution. We utilize the mean based coefficient of skewness and kurtosis to check the normality of all the variables. Skewness measures the direction and degree of symmetry. The skewness coefficient indicates normal curve for government size and Real Gross Domestic Product per head with the values ranging between -3 and +3, except for growth rate of RGDP which exceeded the bound in this study. 
Result of ADF Unit Root Test for Variables
Unit root test of the variables indicates that all the variables are either I (0) or I (1) series. Given the results reported in Table 3A and 3B, we found out that RGDPGR and GOVSZ were stationary at both levels and first difference. The RGDPPH was only found stationary at first difference. With the results we are justified to conduct co-integration and Granger Causality tests between RGDPGR, GOVSZ and RGDPPH. 
Johansen Co-Integration Test Results
The results of the multivariate co-integration test based on Johansen's co-integration techniques reveal that both the Trace Statistics and Maximum Eigen-value Statistics confirm the existence of co-integrating equations among the variables. Since the variables are co-integrated, the existence of a long-run relationship between the growth rate of Real GDP, Government size and Real GDP per head is confirmed. See Table 4 below. 
Results of Pair-Wise Granger Causality Tests
The empirical results reveal unidirectional causalities between GOVSZ and RGDPGR, GOVSZ and RGDPPH but no causality exist between RGDPPH and RGDPGR. The results show that the growth rate of Real Gross Domestic Product (RGDPGR), Government size (GOVSZ) and Real Gross Domestic Product per head (RGDPPH) are strong causal factors for Government size in Nigeria. See Table 5 below. 
Results of Forecast Error Variance Decomposition
To further examine the dynamic effects of growth rate of RGDP, Government size and RGDP per head in Nigeria, we examined the Forecast Error Variance Decomposition (FEVD). The test results for the three variables were obtained, presented and fully analyzed.
An examination of the variance decomposition of RGDPGR in table 6 shows that a substantial amount of the variation experienced by RGDPGR is attributed to its own shock(100%) in the first period, but the shock fades out gradually to about 87.7% at the end of the horizon. The contribution of GOVSZ marginally follows an increasing trend from the first to the third period, but decreases at an increasing rate till the end of the horizon where it stood at 10.7%. Meanwhile, RGDPPH marginally follows an increasing trend till the end of the horizon. Business and Management Vol. 8, No. 10; 2013 An analysis of the variance decomposition of RGDPPH in table 7 shows that a large amount of the variations experienced by RGDPPH is attributed to its own shock ranging between about 69.2 to 74.2 percent within the time horizons. The contribution of RGDPGR moderately follows a decreasing trend till the end of the period where it stood at about 27 percent. Meanwhile, GOVSZ negligibly follows a decreasing trend till the end of the horizon. An assessment of the variance decomposition of GOVSZ in table 8 shows that a large amount of the variations witnessed by GOVSZ is attributed to its own shock ranging between about 89 to 96 percent within the time horizons, but the shock were noticed to fade out gradually towards the end of the horizon. The contribution of RGDPGR marginally follows an increasing trend till the end of the period where it stood at about 2.5 percent. Meanwhile, RGDPPH moderately follows an increasing trend till the end of the horizon. 
Impulse Response Function Analysis
The empirical results show the interactions among variables. It traces out the response of the dependent variable in the VAR system to the shocks in the error term, and the result was consistent with the Forecast Error Variance Decomposition (FEVD) results. Results are summarized in figure 1 below. Response of RGDPPH to GOVSZ Response of GOVSZ to RGDPPH -.02
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. Source: Author's Computation using E-Views 7.0.
Summary, Conclusion and Policy Recommendation
This paper has analyzed the relationship between economic growth and government size in Nigeria using the Vector Autoregression (VAR) methodology. The results of the unit root tests showed that all the variables are stationary either in their levels (growth rate of RGDP and government size) or first difference (RGDPGR, GOVSZ and RGDPPH).The Johansen Co-integration test showed a long-run relationship between the variables. The Granger causality tests showed that there is a unidirectional causality between Government size and Real GDP, Government size and RGDP per head, but no causality exist between RGDPPH and RGDPGR in Nigeria.
The results of the Forecast Error Variance Decompositions (FEVD) test indicated that innovations in the variables are mostly explained by their own shocks. The impulse responses of the growth rate of Real Gross Domestic Product, Government size and Real Gross Domestic Product per head with respect to identified shocks (innovations) are consistent with the results of Variance Decomposition Analysis. Based on the results obtained, the study supports previous researches that find out positive relationship between Government size and economic growth. We recommend that fiscal policies in favour of Government size expansion alongside the appraisal of government spending should be encouraged because the increase in the size of Government activities are key drivers of economic growth in Nigeria.
